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The Mexican high court (Suprema Corte de Justicia de la Nacion, SCJN) has rejected a challenge by
legislators from the center-left coalition (Frente Amplio Progresista, FAP) and other parties to the
gasoline tax enacted as part of the tax-reform legislation approved last year. The court rejected the
argument from the FAP that the gas tax circumvented the principle of fair taxation and therefore
violated the Mexican Constitution.
The FAP comprising the Partido de la Revolucion Democratica (PRD), Partido del Trabajo (PT), and
Partido Convergencia por la Democracia (PCD) took the matter to the high court after failing to
defeat the measure during the debate on tax-reform legislation in September 2007 (see SourceMex,
2007-07-19). Three small parties that are not part of the FAP the Partido Verde Ecologista Mexicano
(PVEM), Partido Nueva Alianza (PANAL), and Partido Socialdemocrata (PSD) joined in the legal
challenge.
The Congress overwhelmingly approved the gas tax, along with other changes to the tax code,
with support from the Partido Accion Nacional (PAN) and the opposition Partido Revolucionario
Institucional (PRI), which together hold a large plurality in the lower house. In their decision, the
SCJN justices overwhelmingly rejected a move to invalidate the Ley del Impuesto Especial sobre
Produccion y Servicios (IEPS), which enabled the government to impose the gas tax.
In a 10-1 vote, the justices reasoned that the gas tax does not violate the principle of fair taxation
because it set a fixed rate per liter of gasoline sold at the pump. They reasoned that those who
consume more gasoline pay more taxes. The only dissenter was Justice Olga Sanchez Cordero, who
said the tax is not itemized at the point of consumption in the same manner as other levies like the
value-added tax (impuesto al valor agregado, IVA).
Court gives state, local governments more flexibility to spend revenues
As part of its decision, the SCJN declared unconstitutional the provisions in the tax-reform law
that required states and municipalities to devote federal funds from the gas tax to construction and
management of highways, water-related infrastructure, and environmental protection.
Justice Margarita Luna Ramos said the decision to give state and local governments the freedom
to determine how to spend the gasoline-tax revenues should not be seen as an effort to eliminate
federal oversight on any other tax matters. Rather, this is an effort by the court to ensure that the gas
tax complies with provisions in the Mexican Constitution regarding taxation. Under the tax-reform
legislation approved by Congress last year, the gas-tax revenues were expected to bring in about 22
billion pesos (US$2.1 billion), 80% of which would be allocated to state governments and the other
20% to municipalities.
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The gas tax, which would eventually total 36 centavos (US$0.03) per liter, was to be implemented
gradually, beginning at the end of 2007. President Felipe Calderon postponed the start date to Jan.
1, 2008, to ease inflationary pressures at the end of last year (see SourceMex, 2007-10-13). But that
only deferred the concerns about the impact of the gas tax on inflation to 2008 (see SourceMex,
2008-01-16). [Note: Peso-dollar conversions in this article are based on the Interbank rate in effect on
May 14, 2008, reported at 10.49 pesos per US$1.00]
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